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NOMINATIONS OF WILLIAM J. HALLAHAN, EARL F. 
HASTINGS, AND HENRY C. WALLICH 


TUESDAY, APRIL 28, 1959 


U.S. SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to call, in Room 5302, New Senate 
Office Building, at 10:30 a.m., Senator A. Willis Robertson (chairman 
of the committee) presiding. 

Present: Senators Robertson, Clark, Proxmire, Capehart, Bush, 
Beall, and Javits. 

The CHatRMAN. The committee will please come to order. 

We have before us this morning three nominations for action by this 
committee with respect to their confirmation. 

The first one we will take up is the Honorable William J. Hallahan, 
of Maryland, to be a member of the Federal Home Loan Bank Board 
for a term of 4 years, expiring June 30, 1963. This is a reappointment. 

Mr. Hallahan, will you come up? 

The Chair recognizes our distinguished colleague from Maryland, if 
he wishes to present the witness. 

Senator Beau. Thank you, Mr. Chairman. 

lam very happy to have this opportunity to ask for the confirmation 
of one of my constituents. Mr, Hallahan was very wise in coming to 
Maryland. We want to congratulate him on the splendid job he has 
done both as clerk and counsel of the Committee on Banking and 
Currency of the House and in his present position. 

Mr. HaLtuanan. Thank you very much. 

Senator Breau. I am very happy to recommend his reconfirmation. 

Mr. Hatuanan. Thank you very much, sir. 

The CuarrMAN. Are there any further questions of the nominee? 

Senator CapEHART, I just want to say I recommend the gentleman 
wholeheartedly. 

Mr. Hauuanan. Thank you, sir. 

Senator CaAPpEHART. I have known him for many, many years. 

The CHArRMAN. Evidently the committee is pretty well satisfied 
with you, Mr. Hallahan, and the work that you have been doing on the 
Board. Since there are no further questions, we will thank you very 
much for being here with us. 

Mr. Hauuanan. Thank you very much, Mr. Chairman and mem- 
bers of the committee. 

The CuatrMan. We have a biographical sketch of Mr. Hallahan’s 
career which will go in the record. 


1 
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The biographical sketch referred to follows: ) 
b> / 
BIOGRAPHICAL SKETCH OF WILLIAM J. HALLAHAN 


Born in Corning, N.Y., July 5, 1917. Attended elementary and secondary 
schools in that city, was graduate ‘d from Syracuse University with a degree of 
bachelor of science in 1938; and subsequently received his bachelor of laws de gree 
from Georgetown University Law School in the District of Columbia. Admitted 
to the bar in 1941. 

During the World War II served in the U.S. Army from 1941 until the fall of 
1945 and held the rank of major when he left the service. 

Appointed clerk of the Committee on Banking and Currency of the House of 
Representatives on January 3, 1946, and served as clerk and counsel for that 
committee from that date to August 1955, when he resigned to become a member 
of the Federal Home Loan Bank Board. In 1952 participated in the Annual 
Meeting of the International Bank and the International Monetary Fund held 
in Mexico City, and in October 1957 was a delegate of the United States to the 
Seventh Congress of the International Union of Building Societies and Savings 
and Loan Associations in Stuttgart, Germany. 

Married Julia H. McMahon, of Corning, N.Y., in 1942. They have a daughter 
andtwosons. The family home is in Montgomery County, Md. 


The CuarrMan. The next nominee, again a reappointment, is Mr. 
Earl Freeman Hastings, of Arizona, to be a member of the Sec urities 
and Exchange Commission for a term expiring June 5, 1964. Mr. 
Hastings. 

Before we question Mr. Hantings, I convey to this committee word 
that I ‘received just as I was coming to this meeting, from our dis- 
tinguished, honorable colleague from Arizona, Senator Carl Hayden. 
He said, ‘“‘You have before you one of our finest sons of Arizona. He 
is unusually well qualified for the work that he is doing, and I hope 
your committee will vote to confirm him.” And I said, “Well, 
Senator Hayden, so far as I know, he is not in any trouble.” 

Does anybody here wish to ask Mr. Hastings any questions? I 
recognize, first, the Senator from Connecticut, who specializes in 
work of this nature. 

Senator Busu. I have no questions, sir. I certainly believe that 
the gentleman has, by his performance, earned our confidence and 
deserves reappointment. 

The CuarrMAN. Any other questions? 

Senator Proxmire. Mr. Chairman? 

The CuarrRMANn. Senator Proxmire. 

Senator Proxmire. I would like to ask Mr. Hastings questions 
along a couple of lines. In the first Wk as I understand it, the 

olicy that has been followed under the Securities Act and Securities 

xchange Act has been one of protecting the investor as one of the 
prime purposes of the agency that you are representing and that you 
are nominated to represent once again ; is that correct? 

Mr. Hastines. That is correct, sir. 

Senator Proxmrre. I have been told by some that the provisions 
for the investor are substantial and perhaps adequate for investment 
in stocks that are listed on the stock exchange and for new issues, but 
there is a sort of no-man’s land which, as I understand it, was to have 
been covered by a bill that Senator Frear from Delaware introduced 
in the past for securities of concerns which are not listed and which 
are not new. 

Do you have any position or any feeling on whether legislation 1s 
needed, would be desirable, in the public interest, to protect investors 
under these circumstances? 
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Mr. Hastines. Yes, sir. Senator Fulbright, I think, in the last 
two sessions has introduced a bill which would ac complish what you 
have indicated, and the Securities and Exchange Commission, includ- 
ing myself, supported that bill. 

Senator Proxmire. All right. Do you feel that that bill as it was 
drafted was adequate, or is there anything else that you had in mind? 

Mr. Hastines. It covered the major areas which were not covered. 
There were some of the smaller companies, or below the $10 million 
limit, which had not been placed in that bill which perhaps should be 
covered. It did not encompass all over-the-counter transactions, but 
it did take in the major companies, those with the greatest movement 
in the over-the-counter markets, and to that extent certainly improved 
the protection of the investor. 

Senator Proxmire. You feel, then, that there is this gap in the 
protection for the investor which should be plugged if we are going 
to give the kind of protection which both parties seem to have agreed 
upon in recent years? 

Mr. Hastines. Yes, sir; and for that reason we supported the 
Fulbright bill and its predecessor. 

Senator Proxmire. There is one other line of questioning that I am 
interested in this morning. There has been a great deal of concern 
expressed on this committee and the Congress generally about the 
disadvantage small business has in securing capital. One of the dis- 
advantages, I understand, is that when big business, which is estab- 
lished and alr eady registered and listed on the exchange, when they 
have a new issue they can get approval in a short time, a couple of 
weeks. The average, as I understand, is about 25 days. When small 
business, because it is new and because, of course, there are new prob- 
lems that have to be explored by the committee that is issuing securi- 
ties, it takes as much as 9 months. In the first place, is this a true 
assertion? 

Mr. Hastines. There might be an isolated case where there has 
been a registration statement filed that did not become effective for 
9months. The average is far below that. Some 92 percent of the 
registration statements, whether new or old business, are cleared 
within the 20-day period or within 48 hours of the time the registrant 
asks that the registration be accelerated. 

Senator Proxmire. That includes virtually all the new small- 
business owners? 

Mr. Hastines. That is true. There are certain problems with 
unknown businesses and unknown issues that have to be checked out, 
but usually those are worked out with the help of the registrant and 
the clearance time is far below any such period. 

Senator Proxmrre. As you know, timing is so tremendously 
important, I imagine one difficulty might be that before they actually 
technically applied to the Commission that they might have explora- 
tory talks first, and in doing that, of course, that might take several 
weeks or months, and in the meantime their market might vanish. 

Mr. Hastines. Of course, on an entirely new issue there is no 
established market. An arbitrary price has to be fixed. So they 
have some problems that the listed or the established company does 
hot have in that respect. However, they do have the urgency of 
wanting theirmoney. We have had a policy of a prefiling c onference, 
that is, between the staff and the proposed registrant, and they do 
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work out many of the difficulties at that time. When the registrant 
states that there is an urgent need for the money, the staff usually 
tries to accelerate its letter of comments so that the registrant can 
complete the registration statement or correct it in accordance with 
the staff’s views. The letter of comment usually issues within 13 
days of the time of the actual filing. 

Senator Proxmire. You do not see any need for new legislation 
along this line or any need for additional appropriation so that you 


could inerease your staff so that these could be serviced more promptly ° 


for thé benefit of small business? 

Mr. Hastines. Yes, sir. It would not only benefit small business, 
it would benefit all business, and we have proposed a number of 
amendments to the various acts which we administer. We have asked 
in our appropriation for a modest increase in our staff that we may 
accomplish these very objectives. 

The time element is important. In many of the situations the time 
is established by the statute. In others it is established by our own 
rules in consideration of the necessities of the business world. We 
are always under a very severe time pressure, particularly when, as in 
last month, March, we had 171 registration statements filed. That 
compares to 101 registration statements for the same month last 
vear. Obviously, such an increase throws a tremendous burden upon 
the staff, and in such circumstances it is not always able to meet the 
time schedule of the registrant. However, we have adopted a policy 
of writing to each and every registrant inquiring about their urgency 
so that we may give first consideration to the registration statements 
filed where the timing is an essential part of the offering. 

Senator Proxmire. Thank you. 

Senator Busu. Mr. Chairman? 

The CHarrMAN. The Senator from Connecticut. 

Senator Busn. I would like to ask one question.. I have been 
reading in the papers some accounts of a lot of fraudulent dealing 
that seems to be going on in the securities markets. There seems to 
be a new wave of it, judging by various reports I have read in the 
paper. Selling phony issues and imposing on the uninitiated and 
innocent in the investment market with worthless securities, I be- 
lieve I saw that the Commission was somewhat concerned about this. 
This, of course, goes back a few weeks. 

Would you care to comment on that situation as you see it today? 

Mr. Hastrncs. We have published a warning to the public in 
respect to listed securities, that there was some evidence of manipu- 
lative practices, that the uninformed investor should be very cautious, 
should not believe in rumors, that the market fluctuation was great 
at this time and that only the informed investor who could check out 
the source of rumors or information should be in the market in any 
great volume. 

The worthless securities to which you refer, I presume, are those 
which have been distributed from time to time by the so-called 
‘‘boilerrooms.’’ We have had, for the past year, a very active inves- 
tigation of that type of operation, that is the sale of securities by 
telephone to an uninformed investor, usually accompanied by some 
very extravagant, if not completely untrue, descriptions of the pros- 
pects of the company and of the securities themselves. That is 
something that has given the Commission a great deal of concern, 
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and we have assigned a greater proportion of our investigatory staff 
to following up those types of transactions. 

They are very difficult, because the distributor or the broker-dealer 
in those cases is very careful not to sell too many securities close at 
home. He does it by long-distance phone, and so the investigatory 
problem is great. We have to cover practically the whole country, 
and we cannot find, usually, witnesses who have had a visual contact 
with a salesman. That simply multiplies the problems. 

Senator Busn. Just one or two more questions. Do you feel that 
the Commission is adequately staffed to deal with that broad problem 
at the present time? 

Mr. Hastines. No, sir; I do not. We are dealing with it fairly 
well but at the sacrifice of other work which we should be doing. We 
have asked in the 1960 appropriation for 62 additional personnel, 
a large part of whom would be placed in the regional offices and would 
be available for investigation in the fraud area as well as for an accei- 
eration of our broker-dealer inspection program, which sometimes is 
a source of information leading to fraudulent or unregistered offerings 
of securities. 

Senator Busx. Of course, in dealing with fraud in the securities 
markets, the States have some responsibility, too. Is that not true? 

Mr. Hastrnes. They do have, but they advise us that they have 
difficulty in obtaining jurisdiction. When a person in New York, for 
instance, sells in California, it is hard for the California authorities to 
get hold of him, and the States look to us as the principal protection 
to the public where the broker-dealer or the seller is making a dis- 
tribution beyond the limits of the State in which he actually is physi- 
cally present. 

Senator Bus. Thank you. 

Senator Proxmire. Mr. Chairman, can I just ask one concluding 
question? 

The CHatRMAN. Yes. 

Senator Proxmrre. I would like to ask Mr. Hastings if the Com- 
mission has sent over, along with your proposals—I understand you 
propose some 90 changes, 90 amendments to present statutes? 

Mr. Hastinos. Yes, sir. 

Senator Proxmire. Did you include in your proposals the Fulbright 
proposal we have discussed? 

Mr. Hastincs. No, sir; we did not. 

Senator Proxmire. Why not? 

Mr. Hastinecs. We presumed that it would be introduced again 
anyway. It was not a part of the program which we had sent over a 
year ago, and we merely modified the old program. We did not 
include any of the bills which had been otherwise introduced and upon 
which we had favorably reported. 

Senator Proxmrre. Your position, then, is that you favor the Ful- 
bright proposal but that it is not part of your own basic program, 
right? 

Mr. Hastings. That is true. 

Senator ProxmireE. I see. 

Mr. Hastines. I think at one time the Commission did make an 
utterance in favor of a similar proposal to emanate from the Com- 
mission, and it was immediately thought that the Commission was 
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simply attempting to grasp power over and beyond that which 
already had. 

Senator Proxmrre. Thank you very much. 

Thank you, Mr. Chairman. 

The Cuarrman. If there are no further questions, we thank you 
Mr. Hastings. 

Mr. Hastincs. Thank you, Mr. Chairman and gentlemen. 

The CuarrmMan. The biographical sketch supplied by Mr. Hastings 
will go ir the record. 

(The biographical sketch referred to follows:) 


BIOGRAPHICAL SKETCH OF Ear. F. HASTINGS 


Permanent residence: Glendale, Ariz. Temporary residence: 12 Edgehill 
Drive, Belle Haven, Alexandria, Va. 

Born: April 27, 1908, Los Angeles, Calif. _ 

Education: Preparatory schools: Clifton, Globe, and Phoenix, Ariz., American 
School Foundation, Mexico D.F. College: Texas Western U niversity (1929-30), 
University of Denver (1930-32). Undergraduate activities: Debating and drama 
clubs. Student assistant to head of department of economics. 

Professional status: Registered professional engineer (Arizona Certificate No. 
796). 

Occupational record: 1932-41, consulting engineering and/or managerial assign- 
ments, including Arizona Molybdenum Céorp., Pioneer Mining Co., International 
Mining Corp. (New York), De Lamar Milling Corp. (Idaho), Gene ral E ngineering 
Corp. (Utah); director or partner in several closely held small mining and reduc- 
tion enterprises (Arizona) and building maintenance businesses (California); 
1941-42, Hawaiian Constructors, military installation on Oahu, TH 1942-45, 
projects engineer, department of mineral resources and personnel division, 
Aluminum Corp. of America, Phoenix Tube & Extrusion Plant (Arizona); 1945-47, 
manager-director, Western Perlite Corp. (Arizona); 1947-49, general partner, 
Darlington, Hastings & Thorne, industrial consultants and managers (including 
management of Western Perlite Corp-and raw products division of Lewin-Mathes 
Co. of St. Louis) ; 1949-56, director of securities, Arizona Corporation Commission, 
Phoenix; and since March 6, 1956, member, Securities and Exchange Commission. 

Married Virginia M. Crowfoot of Tucson, Ariz., November -1934 (deceased 
February 1944); two sons, Michael Earl at Arizona State University, and Lewis 
Beach at George Washington University. Married Virginia R. Chapman of 
Phoenix, May 1945; two sons, Ronald Roy 7, and Gordon Gene 5. 

Mr. Hastincs.. Thank you, Mr. Chairman and gentlemen. 

The CHarrMAN. The next nominee is Dr. Henry C. Wallich. Dr. 
Wallich, will you come forward, please? 

We have a brief biographical sketch on Dr. Wallich, indicating the 
fact that you were born in Berlin, that you were educated at the 
Bismarck Gymnasium at Berlin and at Oxford, and hold two degrees, 
M.A. and Ph. D., from Harvard and that you have, between 1933 and 
the present time, held positions in the export business in Argentina, 
in a New York bank and a securities firm; were consultant to various 
Government agencies, assistant to the S Secretary of the Treasury on 
leave from Yale University, and wrote books on “Monetary Problems 
of an Export Economy,” “Public Finances of a Developing Country,” 
‘Mainsprings of the German Revival,” and newspaper and magazine 
articles. The biographical sketch will be inserted in the record. 

(The biographical sketch referred to follows:) 


BIOGRAPHICAL SKETCH OF Hrenry C. WALLICH 


Born: Berlin, Germany, June 10, 1914. Father, Paul Wallich; mother, 
Hildegard J. (Rehrmann) Wallich. 

Education: Bismarck Gymnasium, Berlin, 1932, Oxford University, 1932-33, 
and Harvard, master of arts, 1941, and doctor of philosophy, 1944. 
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Married Mable Inness Brown, December 2, 1950. Children: Christine Inness, 
Anna Hildegard, Paul Inness. 

Brief career summary: 1933-35, export business, Argentina; 1935-36, Chemical 
Bank & Trust Co., New York; 1936-40, with securities firm of Hackney, Hopkin- 
son & Sutphen in New York City; 1941-51, with the Federal Reserve Bank of 
New York, foreign research division, chief, 1946-51; from 1951, professor of eco- 
nomics, Yale University, consultant to various Government agencies, and foreign 
central banks and governments; from 1958, assistant to the Secretary of the 
Treasury, on leave from Yale University; supervises the tax analysis and inter- 
national tax staffs; advises on debt management and long-term tax and budget 
I cy. 
sg A “‘Monetary Problems of an Export Economy,” 1950; ‘‘Public Finances 
of a Developing Country” (with John Adler) 1951; ‘‘Mainsprings of the German 
Revival,’ 1955; and numerous articles. 

Memberships: American Economie Association, American Finance Association, 
and Harvard Club of New York City. 

Residence: 3421 Leland Street, Chevy Chase, Md. 

The CuatrMAN. We also note that your confirmation is recom- 
mended both by our distinguished colleague on this committee, 
Senator Bush of Connecticut, and by his Democratic colleague, 
Senator Dodd. The Chair recognizes Senator Bush. 

Senator Busu. Mr. Chairman, I, of course, am delighted to com- 
mend Dr. Wallich to this committee. He is a very eminent and 
outstanding economist, as this record briefly shows. It is a very 
condensed record. It does not show that from 1951 and up to and 
including the present time he was a member of the economics faculty 
at Yale, one of the outstanding faculties in the university, and Dr. 
Wallich is one of its most distinguished members. 

You will note that for 10 years he was with the Federal Reserve 
Bank of New York in the foreign research division. His studies in 
economics have taken him into a good many different areas of that 
subject, and he is one of the most widely informed men that I have 
met in this very important field. I think his selection at the present 
time to the Council of Economic Advisers is an excellent one, and 
[heartily recommend him to the committee. 

The CHAIRMAN. Senator Proxmire. 

Senator Proxmire. Yes. I would like to ask Dr. Wallich some 
questions, because I certainly would agree with the Senator from 
Vonnecticut that the gentleman is extremely well qualified, and he 
has a brilliant background. However, I think, for those very reasons 
| would like to ask him some questions, because it seems to me he is 
0 well qualified to answer them. 

In the first place, Dr. Wallich, as a member of the Council of 
Economic Advisers, would your position be one of approving the 
present policies under the present circumstances of the Federal Reserve 
Board? 

Dr. Wauuicu. May I say to do so is not the official job of the 
Council. 

Senator Proxmire. I understand that. 

Dr. Watuicu. My personal views of the matter 

Senator Proxmrre. That is what I want. 

Dr. Wauuicu. I agree with the Federal Reserve Board, broadly 
speaking. I cannot speak for the week-to-week action, of course, 
that they take. 

Senator ProxmMirRE. Let me just ask you this, then: Would you 
feel at the present time it is sensible to conduct the open market 
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operations and adjust the discount rate in such a way as to tighten 
credit? 

Dr. Wauuicu. | think it is sensible now to get ready for inflationary 
pressures that may come later. We have had the experience in the 
1954-55 boom, when we got out of the recession of 1953-54, that 
perhaps money wasn’t tightened early enough, and this, I think, 
probably caused us trouble later on. So we have to look to the fact 
that there is a long lead period in getting ready for inflationary 
pressures. F 

Senator Proxmire. You think that if money had been tightened 
earlier in the 1954-55 period, you would say that it would have had 
a desirable effect in restraining inflationary forces, is that right? 

Dr. Wauuicn. | think we might have done better in the 1955-57 
period; yes. 

Senator Proxmrre. I am sure you are familiar with the opinion of 
Dr. Gardiner Means and Dr. Leon Keyserling that that was not a 
monetary inflation at all, not a monetary inflation situation in any 
way, that we had during much of this period at least a considerable 
productive capacity that was unused. We did not have full employ- 
ment in the sense that we had it in 1953. How would you meet 
these arguments? 

Dr. Wauuicu. I would say, first, that in the area of capital goods 
there quite probably was a demand inflation in 1956-57. 

Senator Proxmire. I just ask-you along that line, Do you think 
the monetary policy in any way restrained the demand in the capital 
goods area? 

Dr. Wauuicu. Yes; 1 think it can restrain. _ 

Senator Proxmire. A money policy can restrain? 

Dr. Watuicn. It can restrain the demand for capital goods by 
making money less easily available and more costly. 

Senator Proxmire. How do you explain the fact that the interest 
rates increased in exactly the same period and they increased very 
sharply, and purchases by business of plant and equipment increased 
at exactly the same time and increased at a very rapid rate, and 
housing, on the other hand, dropped very sharply? 

Dr. Wauuicn. Well, it was, I think, evident that we faced a really 
intense boom at that time. I don’t think the success of monetary 
policy has to be measured by whether it produces a positive reduction 
of investment. It is a matter of how much restraint -you bring to 
bear on something that is expanding very violently. 

Senator Proxmire. | certainly see your viewpoint on that, but if 
you are going to get any empirical evidence to support this theory, it 
seems to me that we should have it available in the instance that you 
select, and in the instance you select we had increased interest rates 
and tremendous expansion at exactly the same time as an increase of 
business plant and equipment. 

Dr. Wauticu. We do have quite a bit of evidence as to projects 
postponed. Now, it is never very clear why something is postponed. 
Large business, particularly, often does not like to say that they post- 
pone something because they would have had to pay too much for 
the money, so the evidence is not very conclusive. But such evidence 
as I have seen confirms, I think, the view that monetary policy 
restrains. 
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Senator Proxmire. Yes; but is it not true that for large business, 
particularly, the expansion of plant and equipment is not financed by 
the bond market—that interest rates would not affect it, that it is 
financed out of internal sources, out of earnings, out of depreciation, 
out of stock issues, but without going to the bond market? 

Dr. Watuicu. This is true for a lot of corporations; not for all. 
It wouldn’t apply to the utilities, for instance. At the same time, 
there are other pressures that bear on large corporations. ‘They are 
called upon to carry more of the financing needs of their customers, 
for instance, and of the financing needs “of their suppliers, if they 
represent small business respectively. [ have the impression that big 
business does feel the monetary restraint. 

Senator ProxmireE. Assuming that everything you say is correct, 
is it not also true that when you increase interest rates that way or 
take action in a way it would tend to increase interest rates that you 
enormously increase the cost of many things that enter into the cost 
of living, such as houses, automobiles, appliances, everything that is 
financed, so that in effect while you may have some sort of theoretical 
influence in diminishing demand in those very fields I mentioned, at 
the same time you increase the cost to people who buy houses and buy 
automobiles and bny these other things? 

Dr. Waxticn. I think there are two things to be observed here. 
First, you increase the cost of current financing but not, of course, 
of outstanding loans. If I have my mortgage, that rise in interest 
rates does not affect me, and, of course, the great bulk of indebtedness 
is of that kind. And, secondly, I would say the amount of interest 
paid in the national income is not a very large amount. Any increase 
in the price level hits the whole GNP. 

Senator Proxmrire. May I just interrupt at that point to say, Is 
not the amount of interest paid now more than all the farmer in 
America receives? Is it not in the neighborhood of $19 billion? 

Dr. Watuicn. I cannot give you the exact figure. I think net 
interest is less than that, and I think that it includes a computed in- 
terest charge on what people pay implicitly on their equity in their 
homes. It might be of the order of farm income now. If you in- 
crease that, for argument’s sake, by one billion, that wouldn’t be 
much compared to what would happen if the Consumer Price Index 
would go up just one point. 

Senator Proxmire. That may well be, but the evidence that mone- 
ary policy of the kind that is being followed by the Federal Reserve 
actually does, in effect, restrain demand and keep the cost of living 
down just seems to disappear, it just crumbles, when you get close 
toit. It is hard to pin it down. 

I have asked you in this one area. You say it restrains—the one 
you picked out was the demand in the 1955-56 period for capital 
goods, and I pointed out that the actual sale of capital goods fantasti- 
cally increased in this period; where is the evidence that it actually 
does restrain inflationary forces? 

Dr. Watuicu. It is perhaps a little like saying that people who see 
the doctor are usually sick, and therefore, it is bad to see the doctor. 
There was a need for restraint in 1955-57. If you envisage what 
would have happened had there been no monetary restraint, had ev ery- 
body been able to borrow all the money cheaply that he wanted, we 
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would have first gone through the roof and then gone into a really 
bad depression. 

Senator Proxmire. All right, now, let us move on to another area, 
and I will be through. You believe very strongly and deeply, I know 
from your writings, in growth, the great importance of growth in our 
economy. How are we going to solve the very serious problem that 
we have—and I do not expect more than just a very brief answer, 
of course, because I know your time is limited, but it is a terrific prob- 


lem we have now of facing a Soviet Union which is enormously increas- ° 


ing its’economic capacity. At the very. same time, during the last 
5 or 6 years, our growth has been pitifully small, and we allow for 
inflation, we allow for increase in per capita growth at what—1 or 2 
percent? How would you propose that we adopt policies to overcome 
this relatively poor showing? 

Dr. Wauuicnu. Let me say first, | think vou have to see this show- 
ing over a little longer period than 2 or 3 years. This big capital 
goods boom we had 

Senator Proxmire. Taking the period since the wer. 

Dr. Watuicu. We have done 3 to 4 percent, and perhaps that 
ought to be increased. 

Senator Proxmire. Did you say-3 or 4 percent in productivity? 

Dr. Warutcu. No; in GNP. 

Senator Proxmrre. Yes; but will you not allow or the inflation 
during that period? Does not that take out most of your 3 or 4 
percent? 

Dr. Watuicn. No; I mean in real terms | think it has been around 
that figure. 

Senator Proxmire. Per capita? 

Dr. Wauutcu. Not in per capita, in the aggregate. 

Senator Proxmire. In per capita terms? 

Dr. Wauuicu. In per capita terms it has been 1% or 2; perhaps 24. 

Senator Proxmire®. At a time when we had a real tec pai ‘al ex- 
plosion in this Nation in many, many ways. Now, go ahead. 

Dr. Wauuicu. I think what we have to try to do is to raise the 
volume of saving and to improve our tec ‘hnology. Both will help to 
increase productivity per capita, which is what we want. How can 
we raise the volume of saving? One aspect is the tax mechanism. 
The depreciation field probably could take some improve ment; that 
is to say, if we had more liberalized depreciation methods, we would 
probably increase the rate of capital formation. 

Senator. Proxmire. Did you say more of an emphasis on consump- 
tion tax and less on taxes that tend to discourage investments? 

Dr. Watuicu. As soon as one gets into a dise ‘ussion of particular 
taxes, very many interests come into play. But the sad fact is that 
taxes that weigh upon the upper-income brackets weigh mainly against 
saving and incentives, and if you want to promote erowth, vou have 
to do something about those brackets. 

Senator Proxmire. This has been repeated over and over and ov er 
again, and there is a lot of wisdom in it, but I would like to point out 
how contradictory this all seems. You say you want to encourage 
savings; you say that that will encourage growth. Why? Because 
it will make capital more readily available. 

Dr. Watuicu. Yes; certainly. 
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Senator Proxmire. And yet you favor higher interest rates which 
discourage, which makes capital less readily available; tighter credit 
restrictions, which makes capital less readily available; is that not 
right? 

Dr. Watuicu. No, Senator, I do not favor high interest rates, 
certainly not. 

Senator Proxmrre. Under these circumstances you said you gen- 
erally approve the Federal Reserve Board’s policy of tightening 
capital. 

Dr. Wauuicu. High interest rates are a price we have to pay to fight 
inflation. But if we could keep prices stabilized, and vet have mod- 
erate interest rates, obviously that would be preferable, because it 
would channel more capital into growth. 

Senator Proxmire. | follow your arguments, but at the same time, 
what you are saying is that under these cire umstances, although we 
urgently, desperate ly need to do all we can to increase the growth and 
expansion of our economy, you favor a policy which restricts credit 
and makes capital less readily available. At the same time, you say 
we should adopt taxation policies that make capital more available. 

Dr. Wauuicu. Let me put it this way: If we can make more capital 
available through regular saving, interest rates will come down. That 
is the good way to bring interest rates down, and that is desirable. 
But if savings are inadequate, then to try to bring interest rates down 
by having the banking system create money, I don’t think that will 
give us gr rowth: that will give us inflation with a temporary spur and 
thereafter a great deal of trouble. 

Senator Proxmire. Do you really think it will give us inflation at 
a time we have 4 million people out of work? 

Dr. Watticu. If you look at it over a period of a year or two, which 
it would take to evolve, yes, because I don’t think we will have this 
unemployment or anything like it for that length of time, Senator. 

Senator Proxmire. Do you feel that in steel, for example, much 
of the enormous and very gratifying expansion we have had in pro- 
duction, will not that tend to disappear i in another month or 2 months 
as the steel situation shakes down and we find out whether or not 
there will be a strike? If there is no strike, obviously this forward 
buying will stop. 

Dr. Watticn. That is a possible element of weakness there. On 
the other hand, most of our figures have done very well, and even 
now plant and equipment spending i is coming along quite nicely, and 
it is rather early in the cycle for it to do that. 

Senator Proxmire. Yes; but are not all of these standards we are 
using—do they not tend to be outdated? After all, our population 
is increased greatly; our technology is increased; we have stepped up 
our military “defense effort, at least as compared to 10 years ago or 
so, and when we look at this situation and correct it for constant 
dollars and correct it for per capita, we just do not seem to be pro- 
gressing in the way we should, particularly when you recognize that 
we have so many people out of work. Under these circumstances do 
you not think it is desirable to push the economy a little harder, 
rather than to slow it down‘ 

Dr. Watticu. I think for he last 2 years or 3 years it has certainly 
been true that growth has not been very satisfactory. But during 
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that time we have built into the economy a great deal of new capac- 
ity, as you just indicated by referring to the capital boom. I think 
we have a great distance to go potentially in our ability to raise pro- 
ductivity. We have laid the foundation now; I think we have a good 
chance of cashing in on that investment if we don’t spoil our prospects 
now by getting ourselves into inflation. 

Senator Proxmire. What you say would seem to indicate that we 
are now in a situation where we should encourage consumption. We 


have-inereased our production facilities; you say we have built in ° 


greatet productive capacity. We have idle plants and idle men, and 
now should we not follow policies that would be inclined to encourage 
people to buy more automobiles? 

Dr. Watuicu. During the recession we did that. There was a def- 
icit, and expenditures went up. Now, the time to stimulate, I think, 
is, by and large, past. You will notice that the budget, even if it is 
balanced for 1960, continues to be in deficit for another 8 months or 
so at least—that is to the end of the calendar year 1959—so that 
there will be stimulation from that source. But | wouldn’t say that 
we should now do something additional that we haven’t done in 
the past. 

Senator Proxmire. I see. Thank you very much, Dr. Wallich. 
You have given very competent testimony, and I deeply appreciate 
it. I do not mean to indicate from my questions I have any dis- 
respect for you. On the contrary, I have great respect, and I know 
your book, ‘‘Economics of Conservatism,”’ is a really fine work. 

I think the competence of this gentleman is a very good compliment 
for the President making such a fine appointment, although there are 
some issues on which we disagree. 

Senator Capenart. Mr. Chairman? 

The CHatrMAN. The Senator from Indiana. 

Senator CaPpeHART. Just one question. Is it fair to compare our 
production or our growth with Russia’s? For the simple reason that 
if they only produced one of something last year and produced two 
this year, that is a hundred pércent increase. Do you not think we 
do an injustice to our own people and our own country, that it has a 
tendency to help Russia spread propaganda that they are a great 
country, a big country, to say that they productivewise could be 
compared to the United States, when their production in comparison 
to ours is very, very small? ‘Their production increase over last year 
may be quite great, because as I said, if they only produced one of 
something and produced two this year, that is a hundred percent 
increase. Do you not think that it is all wrong and we ought not to 
do it? 

Dr. Wauuicu. Senator, I think there are obvious differences between 
a new economy like the Russian and a much more established one like 
ours, so that simple comparisons of the rate of growth, 3 percent here, 
6 percent there, may be misleading. It is also true that the Russians 
are concentrating on things that are relatively easy to increase, 
capacity for basic material, steel, coal, oil, and so forth, whereas we go 
into very subtle and refined types of production, such as consumer 
services and differentiated products. But nevertheless, the fact 
remains that for their purposes, what the Russians are producing is 
apparently what they want. Theirs are predominantly military 
purposes and predominantly the building up of a great power potential. 
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Whatever qualifications one may want to attach to particular growth 
rates, the threat is there. ‘They are growing very fast and they are 
growing the way they want to. 

Senator CapenArtT. You did not answer my question. My question 
was: Is it fair to compare their growth rate with our growth rate? 
As I say, they have been producing so little in comparison to ourselves, 
that if you say they produced one of something last year and two this 
year, there is a hundred percent increase. Do you think it is fair 
and in the best interests of the world and the best interests of our own 
people to even make any comparisions at all percentagewise? 

Dr. Wauuicu. If there were a different way, Senator, of remaining 
aware, becoming more aware of,the Russian threat, I would say then 
let us concentrate on this other way and let us forget the numbers 
game. But the comparison in terms of rates have served their pur- 
pose, even though they do not do full justice, and I agree with you 
there, to the American economy. 

Senator CapEHAaRT. Why do we not qualify it, then, and say this: 
The overall production of Russia certainly is not comparable to that 
of the United States, and the increase in the production, other than 
maybe steel and the heavy industries, is certainly not comparable to 
that of the United States. I am sure you know they produce very 
little consumer goods and they make very little clothing. 

Dr. Wauuicu. Yes. 

Senator CapEHART. And, as you said a moment ago, there are 
dozens and hundreds and hundreds of things that we produce here 
that they do not produce at all. But my point is that we leave the 
impression with the people in our country that Russia has a production 
comparable with ours and that they are now increasing it faster than 
we are. That is not true, and you know it is not true. 

Dr. Wauuicu. That is certainly so. 

Senator CapeHART. And anybody else who knows anything about 
the facts knows it is not true. They are increasing their steel produc- 
tion, their aluminum production, their heavy industry, yes; for mili- 
tary purposes. Some day they might well use that capacity for 
consumer goods, but at the moment they do not. But my point 
is do we not do ourselves an injustice when we just simply make the 
broad statement that Russia is increasing her production 20 or 30 
percent a year, or whatever it is—I have heard all kinds of figures— 
and we are only increasing ours 3 or 4 percent, therefore Russia is 
ahead of us, Russia’s rate of increase is superior to that of the United 
States. Is that not wrong? 

Dr. Waxuicu. That unqualified statement would certainly be 
unjustified. One must bear in mind that Russia starts from a lower 
base and that the things that the Russians are producing are of little 
value to a free consumer society. We wouldn’t want our economy 
different from what it is. 

_ Senator Capenart. The better way to say it would be that they are 
increasing their heavy industry too fast to suit us. I mean, I am 
convinced they are increasing their production, but I rather resent 
the statements that I see in print and hear on radio and television, 
and on the floor of the Senate, that the Russians are increasing their 
gross national product or their productivity much faster than we are, 
when there is not any truth to it. The percentage is greater, yes; 
but there is not any truth in the statement that they are producing 
more goods than we are, with the inference that we are falling behind. 
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Senator ProxmirE. Would the Senator yield? 

Senator CAPEHART. Yes. 

Senator Proxmire. In view of the facts that the Senator’s collo- 
quy follows mine, | do want to explain my position. I could not 
agree with the Senator from Indiana more. There is no question 
about the superiority of our basic system and economic freedom, and 
I do not mean to imply in any way that their system is superior to 
ours, of course. On the other hand, I think that we have to recog- 
nize that the economic basis for their military strength has improved 
and increased, that they are an enormous threat to this country, and 
I am sure the Senator from Indiana would not question this. 

Senator CAPEHART. I have been there. I have been over there, 
and I have looked them over quite carefully. I agree they are in- 
creasing their productivity in some fields faster than I would like to 
see any Communist country do. But the point I make is that we 
are inclined to leave the impression that in this regard they are 
superior to the United States at the moment, that their production 
is greater, that their rate of increase is greater, that they are turning 
out as many goods or more than we are, when there is not any truth 
to it. 

Senator ProxmirE. May I just save that point, though? 

Senator Capenarr. I think we ought to qualify our statements. 
The people throughout the country, you know, are inclined—and 
rightly so—to believe what we in the Congress and we in the Gov- 
ernment say about these things. My point is that we ought not to 
mislead them. We ought to qualify our statements and say they 
are increasing their heavy industry, for military purposes, at a rate 
which is faster than we possibly like to see. But it is not comparable 
to what we have done in the United States. If we doubled our steel 
production in the United States, we would be producing about 230 
million tons a year, and that would be just a fantastic thing, you see. 
But if they doubled their steel production, they would still be pro- 
ducing less steel than we are now. 

Senator Proxmrre. May I say to the Senator that although he is 
undoubtedly correct that our system is much superior and more 
gratifying to us, it seems to me enormously important that we recog- 
nize the kind of venal strength we face. They pour so much of their 
overall production into building up their own productive facilities, 
They concentrate so heavily on this that it represents an enormous 
military threat. I think from the testimony of Dr. Wallich, Dr. 
Wallich and L-agree wholeheartedly on the importance of investments 
and the importance of increasing and improving our production. 

Senator CAPEHART. I| agree when you put it that way, but ordi- 
narily it is put on the basis that the Russians are increasing their 
production many times faster than we are ourselves—period. 

Senator Proxmire. Their rate of increase is enormously significant, 
just because it is tied into something 

Senator CapEHART. Their rate of increase is greater than ours. 
That is the way it is normally put in the television, radio and on the 
floor of the Senate. 

Senator Proxmire. I would like to conclude my part of the collo- 
quy by saying that is significant, because it is a rate of increase that is 
bound to be geometric, because it relates constantly back to their own 
investment system. As they build up their investment system, they 
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produce more which permits them to produce more for their investment 
system. In other words, they do not produce as much or try to 
porduce as much, and they will probably never produce nearly as 
much as we do for the consumer, but they do produce those phases of 
their own productive economy and make it more and more productive, 
and that is why I think we should not be smug and complacent by 
reason of the fact that we are superior and perhaps have grown more 
rapidly than they have, because this rate of increase is significant and 
is likely to become more fantastic. 

Senator CapEHART. I agree with you, except in discounting our- 
selves and placing them above us. I do not want to help them to sell 
the peoples of the world on the idea that communism is superior to 
the private enterprise system. That is my position. I think we 
ought to recognize their strength. I think we ought to recognize 
their production, we ought to even talk about it. But I think we 
ought to talk about it in a way that it does not leave the impression 
that they are superior to us in this regard. That their system is at 
the moment working better than ours, because it just is not true. 

The CHArRMAN. The chairman has naturally been interested, 
Doctor, in these questions on your economic views. It is interesting 
to recall that we have reported out of this committee at this session 
two major bills, one dealing with housing and another with so-called 
area redevelopment. On those two bills our distinguished Repub- 
lican colleague from Connecticut, Senator Bush, had one economic 
theory, our distinguished Democratic colleague from Wisconsin, Mr. 
Proxmire, had another economic theory. It is very pleasing to the 
chairman today to find the distinguished Senator from Connecticut 
with a Yale background and our colleague from Wisconsin with both 
a Yale and a Harvard background uniting in praising Dr. Wallich’s 
outstanding qualifications to serve on the President’s Economic 
Council. 

Last Wednesday I made so bold in a speech at Norfolk to express a 
few economic views of my own. You will find them inserted in the 
appendix to the Congressional Record by Senator Byrd at page 
A3404 of the Record of Friday, April 24. Since the chairman is 
convinced now that you are one of the best judges of economic view- 
points, he is going to ask your opinion on some of the chairman’s 
views. 

Reading from this speech, I said in Norfolk: 

In the fourth quarter of 1958 our gross national product surpassed its pre- 
recession level in terms of dollar volume and during the first quarter of this year 
it rose above the previous high in terms of adjusted value. Industrial production 
in February was 144 percent of the 1947-49 average and only 2 points under its 
1957 high. By this measure, recovery from the recession could be considered 
completed, 

Would you comment on that statement? 

Dr. Wauticu. It is a question of which index and tests you use. 
We are back to a peak above any previous level on the Federal 
Reserve production index, but in terms of our long-term growth 
trend, we are not yet back on the curve, as it were, as is shown by the 
existence of unemployment and by the presence of industrial excess 
capacity However, I think that we can say that we are on a very 
vigorous recovery trend and that if we don’t do something to upset it 


it o probably carry us back to that growth trend where we ought 
to be. 
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The CHarrMan. I went on to say there were soft spots, such as the 
coal fields, which always will be, I think, from now on out. The coal 
miners do not seem to want any other kind of employment. There 
are soft spots in places like Detroit centering in the manufacture of 
automobiles, the sales of which have been off. But I called attention 
to the fact in that speech that unemployment was 800,000 less than 
it Was a year ago as an evidence that we were making progress. That 
is true; is it not? 

Dr. Wauuicn. I think we have made very satisfactory progress, 
If we had asked people a year ago whether they thought we would now 
be at 147 on the production index, I think many people would have 
said that we would not be that far. 

The CHarrMan. The next statement to which I invite your atten- 
tion is this: 

One of the most debated issues today is whether an adequate and sustainable 
rate of economic growth and price stability can be achieved simultaneously. 
Some argue that creeping inflation provides the environment most conducive 
to sustainable growth, while others argue that such growth is possible only under 
conditions of price stability within the framework of a free market system. 

On which side of that issue do you stand, and if so, do you stand 
firmly? 

Dr. Wauuicu. I stand quite firmly on the latter side. I think that 
in the long run, stable growth is not possible if we have a disorderly 
currency and rising prices. In the short run, there may be some in- 
flationary fillip derived from inflation. That seems to be the attrac- 
tion that is sometimes seen in it, but it is quite evident that this would 
not last. In one way or another we would be wrecking the machine 
upon which we are relying for continued progress. 

The CHarrnMAN. Being a country lawyer and not an economist, I 
am pleased that on that issue I guessed right. I stood where you 
stand. 

Dr. Wautrcu. Yes, sir. 

The CHaixnaan. Let us take up another question. I said: 

With general demand expanding, including the demand for investment, it is 
essential for stability that the volume of saving in the economy be sufficient to 
finance investment demands. If the supply of saving falls short, there will be 
pressute to meet these demands through expansion of bank credit,.but too much 
expansion of bank credit would result in excessive expansion of the money supply 
and lead to inflation. 

Is that correct? 

Dr. Wauticu. Yes, Mr. Chairman, it certainly is. If I may add one 
footnote: The increase in saving is the way to promote capital invest- 
ment and bring interest rates down and stimulate growth. 

The CuHarrMAN. I am coming now to a point raised by my dis- 
tinguished colleague from Wisconsin, and my statement was this: 


Critics of the way these controls— 


and I was referring to the monetary controls of the Federal Reserve 
Board over the reserve requirements and rediscount rates— 


have been used complain that higher interest rates increase the cost of government 
for servicing our national debt—which is true. They also say that the Government 
could keep interest rates down by open market purchasing of Government bonds 
and that this would be helpful to all borrowers, including local government units 
engaged in public works and businessmen planning expansion. They ignore the 
fact, however, that such a process of artificially supporting a low interest bond 
market increases bank funds which become the basis for credit expansion several 
times the volume of the original transaction and that this is highly inflationary. 
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What is your comment on that? 

Dr. Watiicu. I agree that to try to keep interest rates down by 
increasing the supply of money through the banking system leads us 
to rising prices, and we will lose far more in prices than we will gain 
through interest savings. 

The Cuarrman. In other words, the Federal Reserve Board may 
into the open market, and purchase bonds to support an artificially 
low rate of interest. The proceeds of these Federal Reserve purchases 
build up the reserve positions of commercial banks, with a potential 
credit expansion of $6 for every new dollar of excess reserves. 1 think 
| understood you to say to the distinguished Senator from Wisconsin, 
we might reduce interest rates by 1 percent, which is not a major part 
of the costs of living and add 1 percent to the cost of living, which, on 
purchases exceeding $300 million, would be over $3 billion for each 1 
percent of interest that we would save. 

Dr. Watuicu. Yes, sir. 

The CaatrMan, Is that your theory? 

Dr. Wauuicu. Using the figures as examples only, but that is in 
effect what might happen. 

The CuHatrMAN. | will proceed with my speech. 

Senator Proxmire. Mr. Chairman, will the Senator yield for just 
a minute on that point? 

The CHarRMAN. Yes. 

Senator Proxmire. What does the Senator mean by “artificial 
interest rates’’? 

The CuarrMan. They are artificial, because interest rates in the 
open market are fixed like all other prices. Money is worth so much; 
and, if it is scarce, we are going to pay a little more for it; if it is 
plentiful, we pay less for it. If we are talking about a bond that is 
not due for 20 years or 30 years and we think, well, it is going to be 
eroded 2 or 3 percent a year, we are going to ask an interest rate that 
wil offset what we are going to lose in capital investment. 

Senator Proxmrre. | understand that, Mr. Chairman, but it seems 
to me that interest rates are bound to be artificial when they are 
determined by the policy of the Federal Reserve Board which is given 
that authority by the Congress. Has it not been the policy of the 
Federal Reserve Board to push its rates up a little bit now and to 
drop them down during the early 1958 or late 1957 period? In that 
sense they are always artificial, are they not? 

The CHatRMAN. That is just where the chairman and his distin- 
oes friend part company. The chairman believes that the Federal 

eserve Board—as Mr. Dooley, I believe, said of the Supreme Court— 
reads the election returns: It knows what is going on in private busi- 
ness, and being good, sound businessmen, they know what money is 
worth in the market. If it is worth more than the Board thinks it 
ought to be worth, it can release some new credit. It can reduce the 
reserve requirements or it can cut the interest rate to make it a little 
easier. But the Board, of and by itself, in the opinion of the chair- 
man, cannot absolutely determine the interest rates of this Nation. 

Senator Busx. Will the chairman yield for a question? 

The Cuarrman. I yield. 

Senator Busu. I would like to illustrate that by an example of very 
recent history. It was 1957 that the Federal Reserve Board was 
criticized because, as I recall it, in about August of that year they 
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raised the rediscount rate. Their explanation of why they raised the 
rate was that rates had gone up in the market for credit. Rates had 
gone up, because of the excessive demand, as a result of the boom, 
and this caused a spread between the rates that the banks were getting 
and the rediscount rate. So the Federal Reserve Board then followed 
the market and raised the rate in order to keep the banks from bor- 
rowing more money simply to make money on what they borrowed 
from the Federal Reserve. Do you see what I mean? 

Senator .Proxmire. I see what the Senator means, but I am sure 
he would: not argue the Federal Reserve simply follows the market. 

Senator Busa. They did in that case. 

Senator Proxmrre. In that case they probably did, if the Senator 
says so. In many cases they do. When the Board decides to engage 
in open-market operations to buy or sell Government securities on the 
one hand and very often when they adjust the rediscount rates, they 
do so from the standpoint of economic policy. Whether they do or 
do not do it, if they decide not to do it, they decide the market interest 
rate that seems to develop is satisfactory from their standpoint. It 
is a decision they make. In a sense, it is an artificial interest rate. 
If they decide to do it, they adjust the interest rate to a position 
which, as the distinguished Senator from Virginia, the chairman of the 
committee, says is right in their very excellent judgment. It un- 
doubtedly is good judgment, what they think it ought to be. At any 
rate, it is artificial. It is what they think it ought to be. This is 
not a situation where you have absolutely free forces working aimlessly 
to establish some kind of interest rate which is an equilibrium between 
savings and demands for savings. 

Senator Busu. We certainly do not disagree that Federal. control, 
that is, controls—— 

Senator Proxmire. So they say the interest rates may be high or 
low, but they are artificial, and the difference between the distin- 
guished chairman of the committee and myself is whether the rates 
are too high or not too high, not whether they are artificial or natural. 

Senator Busu. My only point: was, of course, I agree with you, 
Senator, they have the power. They have it; the Congress gave it to 
them. They have the power to control and affect interest rates. But 
they are not the only force that does. Frequently interest rates 
change where they have not done anything about it at all. Sometimes 
they follow the market in order to keep excessive speculation from 
taking place on Federal Reserve credit. That was my point. 

The CuHarrMAN. The chairman fully endorses the view expressed by 
the Senator from Connecticut that it would be a little absurd on the 
face of it if the market put short-term notes above the rediscount rates 
of the Federal Reserve Board, say, by a half or three-quarters percent 
and let commercial banks borrow from the Federal Reserve Board on 
a sure shot. They would pay less interest, and the Government 
would pay them back in the bond. They had to go up to that, and 
that was not their choice; the market forced them there, because they 
were not taking these bonds at the lower interest rate. 

I do not want to be tedious. There are several other points in this 
speech that I will not read from the record but I will summarize. For 
instance, in the early part of 1958 the Federal Reserve Board thought 
a recovery would be stimulated by releasing more credit, and it re- 
duced its reserve requirements. It increased the money supply of this 
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country at the rate of 5% percent when production was falling, in 
violation, as the doctor knows, of the Ricardo theory that a managed 
currency can be sound if money is issued with relation to the money 
work to be done. 

What happened during that period? We added $4.5 billion to our 
money supply in that brief period in 1958 when we were using con- 
trols to ease credits and make money more plentiful. Was it not true 
that we found with that $4.5 billion added to our money supply, the 
money supply being at an alltime high, we also had a high rate of 
velocity of circulation which, added to our total supply, adds up to 
the effect of whether your money supply is inflationary. Is that not 
correct? 

Dr. Watuicu. That is, of course, one reason why the Federal Re- 
serve Board is now concerned with not allowing further monetary 
expansion. 

The CHarrMAN. Gentlemen of the committee, this is an interesting 
subject. I think sometime we ought to get the doctor and his chief 
and others here and have a full-scale review of some of these economic 
problems. 

Senator CLark. Sir, will the Senator yield? 

The CHArrMAN. In just one moment. 

Among the points I developed in my speech, I also made this state- 
ment: That regardless of all the fine work the commercial banks and 
the savings and loan associations could do in getting savings to be 
invested in business expansion, which would be a sound dollar, in spite 
of all the efforts that we might put forth to get labor and industry to 
agree that future wage increases would be geared to produc tivity in- 
stead of an arbitrary increase that had to be passed on in an arbitrary 
price increase, Congress could nullify those programs if we engaged in 
a reckless expenditure of borrowed money. 

Now I yield. 

Senator CLarK. I would like to compliment the chairman for his 
statement and urge him to arrange such a hearing before this com- 
mittee. It has been my experience that the relationships between 
members on this committee are about as good as one can expect to 
find anywhere in the Senate, despite the very different and divergent 
economic views that many of us hold. I think it would be a matter 
of very helpful adult education to all of us if we could have such a 
hearing and if the different views which members of the committee 
hold could be fully ventilated. Perhaps we would come out with a 
consensus of agreement which is stronger than now seems apparent as 
we consider bills on their individual merits. 

The CuatrMan. The Chair appreciates that compliment to the 
members of this committee and his leadership. He wants to reply 
by saying he is going to speak at the annual meeting of the Robert E. 
Lee Memorial Foundation at Stratford next Sunday, and he is going 
to quote Robert E. Lee as saying that though he fought against the 
North, because they were trying to wrest from the South some of her 
most precious rights and possessions, he never ceased to pray for them. 

Senator CLarK. If the Senator will yield again, when he gets to 
Stratford, he will find this damn Yankee’s wife on the board. 

The CHARMAN. That is fine, and I hope she makes a good report 
on the Senator’s effort on that occasion. 





20 NOMINATIONS—HALLAHAN, HASTINGS, AND WALLICH 


| think we are going to confirm you, Dr. Wallich. That is my 
honest opinion. I cannot guarantee it, but the evidence is that we 
are going to get together on you. We are going to call you back here 
sometime to give us some real advice and guidance, because we are 
moving in a really troublesome period. The threat of what they are 
going to do with us in Berlin at the end of May is just part of it, 
We can wreck ourselves at home if we do not watch out. We thank 
you. 

Does: the Senator from New York wish to ask a question? 

Senator Javirs. Yes, sir. Mr. Chairman, I did not have the oppor- 
tunity to be here; with my colleague, Senator Clark, I was at another 
hearing downstairs, so I have not had the benefit of Mr. Wallich’s 
affirmative testimony. 

But I would like to ask two questions, if I may, Mr. Chairman? 

The CuarrMan. Yes, indeed. 

Senator Javirs. What do you conceive to be the role of the Council 
of Economic Advisers in our national economic life? 

Dr. Watticu. I think of the Council as a professional group that 
has to bring their best professional judgment to bear on the broad 
economic questions facing the Government and to present their 
thoughts and conclusions to the President. 

Senator Javirs. Do you think that their job is to advise the Gov- 
ernment solely on its own role and opportunities, or on actions which 
the Government should take in the whole field of economy, including 
the private economy? 

Dr. Watuicn. I would say the Council certainly should look at 
the private economy very closely at all times. Regardless of whether 
the Government is taking some particular form of action, all the 
things that the Government needs to do, of course, are in some way 
the result of things that have happened or are going to happen in the 
private economy. I think it is a very important part of the Council’s 
work. 

Senator Javits. Do you have any intellectual inhibition about the 
Government seeking to influence the private economic system? 

Dr. Watticu. I would like to see it done through indirect means, 
such as fiscal and monetary policies, not through direct controls over 
prices and wages and that sort of thing. 

Senator Javits. Nevertheless, to be very practical, for example, if 
the Council of Economie Advisers believes that price increases and/or 
wage increases at a given time were against the national interest, 
would you, as a member of that body, have any hesitancy in advising 
the President to move into that field? 

Dr. Watuicn. I would say that certainly with the instruments at 
hand now, the administration, the Federal Reserve do and should 
fight inflationary pressures. Now, as to whether or not a particular 
increase in prices and wages would justify so completely fundamental 
a change in our procedures as would be implicit in a decision to take 
direct action on prices and wages, I think a lot of things would have — 
to happen and things would to change greatly in this country, before 
that kind of action would become appropriate. 

Senator Javits. What about advising the President as to whether 
he sould or should not exercise his leadership function in declaring that 
he did or did not believe that what might be done in respect of @ 
particular price or wage increase—let us assume it is steel, which is 
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right on the table now—is or is not in the public interest. The 
President expressed himself on that the other day. Do you agree 
that he should make such expression? 

Dr. Watuicn. Yes; I do. 

Senator Javits. And, as an adviser, you would not hesitate to 
counsel him as to when he ought to do it? 

Dr. Watuicu. I think it is our function; yes, sir. 

Senator Javits. What do you think of Arthur Burns’ suggestion 
that we ought to build into the Employment Act of 1946 another 
standard of “judgment, that is, the standard dealing with the stability 
of the money system? 

Dr. WauuicH. The reference to maximum purchasing power has 
often been taken to mean just that. But now that the issue has been 
raised, if we were not to put that new goal, which is an old goal, into 
the act, it would look as though we deliberately did not want it there. 
Therefore I think it should go in. 

Senator Javits. You do not think it is strictly essential, you think 
it should go in? 

Dr. Wauuicu. I might have read the act and believed that it in- 
cluded the goal of purchasing power stability. But hereafter if it 
were not written in, [ would feel that it had been left out de liberately, 
as it were. 

Senator Javits. Where do you put yourself as an economist in the 
current debate over whether the major emphasis ought to be on con- 
trolling inflation or increasing the productivity of the economy? 

Dr. Wauuicu. I think one is an instrument for accomplishing the 
other. I do not believe that we can permanently get more produc- 
tivity at the expense of tolerating inflation. On the contrary, in the 
long run, only by controlling this disorderly condition are we likely 
to have stable growth. So I see those two things as going hand in hand. 

Senator Javits. Do you feel that the world situation forces upon us 
the need for an accelerated rate of growth more comparable to the kind 
of acceleration we have had in wartime than what is called just normal 
rate? 

Dr. Wauuicu. Senator, if we had a higher rate of growth, I think that 
would be desirable. I think if we had no growth or very little growth 
it would be very bad. But the rate that we have had since the war, 
3 to 4 percent, particularly if we can push it a little farther and make 
it4 percent steady, is not a bad rate. Moreover, it makes a great deal 
of difference what is in that rate. If it means more education, re- 
search, basic facilities, I think that means a great deal more to the 
future of the country than if all we get are more consumer goods. 

Senator Javirs. In other words, do you feel any sense of urgency 
about increasing our rate of growth in the face of the world situation? 

Dr. Wauuicu. Yes; I think within the limits that we can, without 
changing our basic economy, we should do that. 

Senator Javirs. You think our basic economic system is vital 
enough and virile enough to beat the Russians in economic competition 
with them? 

Dr. Wauuicu. I think we have a good system. I don’t think the 
adoption of any other system is at issue, because this system is really 
part of our way of life. We would not live any other way if we could, 
80 we will have to make the best out of this system. I think it is a 
good system and will serve us. 
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Senator Javirs. And it will serve us with the rate of growth whi 
you prescribe, provided that the criteria of growth emphasize mog 
fundamentals than consumer goods? Is that a fair summary of yo 
position? 

Dr. Wauuicu. I would say that. I would add that if I should proy 
to be wrong, if a much higher rate of growth turned out to be neede 
I think a democratic system will be the best one to make the necessa 
adjustment to that higher rate. 

Sernater Javirs. Thank you, Mr. Wallich. I am very glad to ge 
your views on that. I do not think I need to tell you that I am v 
much in accord with them, though I might say that I think we do neg 
a very special stimulus m terms of the rate of growth in order to meg 
the challenge of the cold war, but that may just be a slight differene 
of emphasis rather than anything fundamental. 

Thank you, Mr. Chairman. 

The CHarrMAN. Again the chairman thanks you, and the op@ 
meeting now will be ended and the committee will go into executiy 
session. 

(Whereupon, at 11:45 a.m., the committee proceeded in executiv 
session.) 
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